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Argentina's Corte Suprema de Justicia (CSJ) on March 5 overturned a government decree that
forcibly converted dollar- denominated bank accounts to the Argentine peso. Although the ruling
only affected deposits belonging to the province of San Luis, it drew hundreds of cheering people
to the steps of the courthouse. Some 400,000 Argentines with dollar deposits frozen in the banks
since late 2001 now have a stronger legal basis to demand the return of their deposits in the original
currency.
By a 5-3 vote, the high court said the forced conversion of the San Luis account to pesos was a
violation of property rights. The ruling did not specify how the bank would go about converting
the account back into dollars. The decision is sure to strengthen the claims of other depositors,
many of whom are seeking the redollarization of their accounts in lawsuits that are wending their
way through courts. Together, those claims amount to an estimated US$10 billion, almost exactly
matching Argentina's foreign currency reserves at the moment. Both the government and the banks
holding the peso deposits have warned that they do not have enough assets on hand to comply with
a redollarization decree if its terms are extended to other depositors.

San Luis governor pursues principle
The savings of San Luis province were frozen in a branch of the state-run Banco Nacion as part of
a banking freeze imposed in December 2001 by former President Fernando de la Rua (1999-2001)
in an effort to halt a run on the nation's banks (see NotiSur, 2001-12-14). Then in January 2002,
President Eduardo Duhalde ended the peso's one-to-one peg with the US dollar and ordered all
dollar deposits converted to pesos at a rate of 1.4 to the dollar (see NotiSur, 2002-01-11, 2002-02-15).
At one point, the peso had fallen to 3.8, but it has recovered somewhat, and is now at about 3.1 pesos
to the dollar.
Duhalde's decree, called the corralon (big corral or fence), prevented deposits made in dollars
from being withdrawn in that currency or its equivalent after the devaluation of the peso. The
government said the money would be returned beginning in 2005, in installments. The lawsuit on
which the CSJ made it ruling was initiated by San Luis Gov. Alicia Lemme, who refused to accept
the conversion to pesos of the province's money. She pushed the case until it reached the highest
court.
After months of debate, the CSJ ruled in favor of San Luis, saying Banco Nacion had to return to San
Luis the US$247 million or the equivalent in pesos at the current exchange rate. The court ordered
San Luis and Banco Nacion to negotiate how and in what time frame the deposit will be returned.
They have 60 days to do so; if they fail, the court will decide how the province will be compensated.
Upon hearing the ruling, Lemme said it was "an important victory for the people of San Luis and for
the savers. The basis of the ruling reverses the peso-conversion decree."
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A large crowd gathered outside the court in Buenos Aires, cheering when they heard the news.
"We always hoped the day would come, we just didn't know when and it has taken us a bit by
surprise," said homemaker Beatriz Cocecu. "Now we know we'll get our savings back. Despite the
celebrations, it remained unclear how far- reaching the impact of the court's decision would be on
the individual bank deposits. One of the government's fears ahead of the decision was that this
would provoke an avalanche of new claims by individuals. "Without doubt, this is a precedent," said
constitutional lawyer Daniel Sabsay, who also foresaw a flood of lawsuits from individuals.

Government says policies will not change
On March 5, the Duhalde administration said the court decision would not alter its economic plan.
"The decision is very precise, it refers to Article 2 of Decree 214. The rest of the decree remains in
effect," said Economy Minister Roberto Lavagna in a press conference. "If anyone asks me what
measures are going to be taken, I will say none, neither tomorrow nor the day after tomorrow. The
decision does not change anything, no part of the economic policy, nor the presidential transition."
Duhalde had hoped decision would not come until after presidential elections scheduled for April
27. The president said the judges "are trying to govern."
The court ruling "will be a heavy blow to the Argentine economy," Felipe Sola, governor of Buenos
Aires province, said after the ruling. Under the Argentine legal system, a Supreme Court ruling
does not set precedent. Alvarez cautioned people not to have false expectations "because in no way
does it imply the redollarization of the economy." But Carina Lopez Espino of Standard and Poor's
Financial Services in Buenos Aires said the ruling in favor of San Luis would "send a clear signal
that sooner or later the government is going to have to face up to the consequences of having to
redollarize the deposits because the banks do not have enough dollars left to do so."
A wider ruling to redollarize accounts would present a major problem to banks, whose loan books
have been severely hit by Argentina's economic problems. Analysts said it was unlikely banks
would make cash payments to savers. "The banks will likely have to reach an agreement with each
client," said analyst Ricardo Rouvier. "And given their shaky financial shape, it is most likely they
will be paid in...government bonds." If the ruling has broader consequences, it could cost the banks
more than US$8 billion, according to Central Bank calculations. However, neither the banks, nor
anyone else in the country has the dollars to repay depositors.
Billions of dollars left the country in capital flight, and devaluation reduced the value of everything
left. The banking system is very shaky, and the country has defaulted on most of its US$141 billion
debt. "This is going to create a huge fiasco," said Martin Schubert of the European Interamerican
Finance Corp., a Miami- based investment firm. "You cannot bring the value of these assets back."
To repay depositors, Argentina's government will have to make up the difference between the 1.4
peso-to-dollar rate at which it converted accounts and the current exchange rate of about 3.2 pesos
to the dollar.
Financial experts said the only way to do this would be to print money so banks would have cash
for depositors. Or the banks could convert the deposits into long-term certificates of deposit, in
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which case the government would have to create bonds to back the accounts. Under any scheme,
the taxpayers would have to pick up the bill. Advisers to Duhalde have recently talked about issuing
bonds as the only alternative if the ruling were extended to other depositors. The bonds would be
denominated in dollars, complying with the court ruling, but would be repaid over 10 years, giving
future governments breathing space.
The ruling has also surfaced differences between the Economy Ministry and the Banco Central.
Lavagna wants to leave the problem for the next administration, while Banco Central president
Alfonso Prat Gay advocates dealing with the problem immediately through bond issuance to avoid
a new banking crisis. But converting the deposits into bonds would be highly unpopular and could
hurt the chances of Nestor Kirchner of the governing Partido Justicialista-peronista (PJ), Duhalde's
pick in the April 27 presidential election. "There is no good solution, because here in Argentina we
have had the equivalent of an atomic bomb dropped on our economy," said economist Jose Luis
Espert. "Any decision will be costly."

Ruling could bring new IMF problems
The ruling is also a problem for the government in meeting economic targets agreed upon with
the International Monetary Fund (IMF) in January (see NotiSur, 2003-01-24). The government
signed an agreement rolling over nearly US$7 billion in debt with the IMF, promising to keep the
nation's money supply under tighter control and to quickly reach an agreement with banks on
issues stemming from the conversion of dollar-denominated debts and assets into pesos at different
exchange rates.
"It is clear the main cost of redollarization will have to be met by the government, and will put
pressure on its relationship with the IMF," said Juan Ignacio Di Santo, a trader with Bull Market
Brokers brokerage in Buenos Aires. The ruling also is likely to add to the uncertainty surrounding
the country's financial system, which in recent weeks had shown some signs of stabilizing as
Argentines left their money in the banks after the yearlong restrictions were gradually lifted. But
for all its ramifications on the government, the banks, and holders of bank accounts, the ruling does
little to alleviate the poverty that afflicts nearly 60% of Argentines who have no savings and often
have no jobs.
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